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WINTER    1 989  ISSUE 


Physical  Distribution 
Challenges  of  the  1990s 


Many  business  people  in  Alberta  feel 
they  are  facing  the  most  significant 
challenge  ever  seen  in  the  distribution 
of  their  products  and  services.  Issues 
such  as  free  trade  and  transportation 
deregulation  have  placed  greater 
importance  on  supporting  marketing 
goals  through  soundly  managed  and 
responsive  distribution  systems. 

To  meet  the  challenge  of  the  1990s, 
Glen  Johnston,  former  director  of  the 
Alberta  Physical  Distribution  Program 
(APDP)  at  Alberta  Economic  Develop- 
ment and  Trade,  feels  that,  to  remain 
competitive,  companies  must  look  at 
integrating  previously  independent 
physical  distribution  functions  such  as 
transportation,  warehousing,  inventory 
management  and  customer  service,  into 
a  single  operating  group. 

Johnston  says  they  must  also  be  aware 
of  new  concepts,  including  distribution 
requirements  planning,  direct  product 
profitability,  electronic  data  inter- 
change, transportation  deregulation 
and  bar  coding. 

"The  physical  distribution  manager  of 
the  1990s  will  need  education  and 
know-how  in  order  to  bring  about 
improved  practices,  provide  the  tools 
needed  to  put  new  practices  into 


action  and  recognize  and  implement 
"trade-offs"  that  result  in  corporate 
savings,"  he  said. 

A  recent  survey  conducted  for  the 
Council  of  Logistics  Management 
revealed  significant  trends  for  the 
1990s,  the  main  one  being  the  area 
of  customer  service. 

According  to  Brian  Dumsday,  consult- 
ant with  Stevenson  Kellogg  Ernst  and 
Whinney,  "customer  service  perform- 
ance is  evolving  into  windows  of 
acceptable  performance  rather  than  a 
specific  point  or  target." 

There  also  appears  to  be  a  substantial 
movement  toward  contractual  relation- 
ships between  sellers  and  carriers, 
sellers  and  public  warehousing,  and 
sellers  and  buyers.  Customer  service 
perfoiTnance  is  becoming  a  focus  of 
negotiation  between  buyer  and  seller, 
and  Dumsday  feels  this  could  lead  to  a 
customer  service  policy  'tailored'  to  a 
specific  customer  rather  than  a  policy 
of  'average'  service  for  all. 

Another  emerging  trend  is  in  the  area  of 
technology,  such  as  Electronic  Data 
Interchange  (EDI).  This  technology 
brings  customer  service  on-line,  ena- 
bling customer  service  to  become  an 
important  strategy  for  differentiating  a 


firm's  product  (or  service)  from  that  of 
its  competitors.  The  results  indicate 
that  over  the  next  five  years,  the  cus- 
tomer service  component  of  the  market- 
ing mix  will  become  more  imporuini 
than  product,  price  and  promotion. 

"All  the  results  suggest  strong  pressure 
from  customers,  competitors  and  new 
technology  to  maintain  higher  stan- 
dards of  customer  service.  Customer 
expectations  are  higher  and  the  ability 
of  the  customer  to  monitor  performance 
on  a  real-time  basis  is  growing  rap- 
idly," said  Dumsday. 

Ken  Foster,  general  manager  of  Hi 
Signs  Manufacturing  Ltd.,  agrees. 
He  feels  the  greatest  challenge  for 
his  company  in  the  1990s  will  be  in 
offering  the  best  customer  service  in 
the  industry.  To  him,  one  way  of 
doing  this  is  by  keeping  up  with  the 
latest  technology. 

"Not  only  has  it  (computer  technology) 
perfected  our  sign  design  and  letter 
cutting,  but  it  also  accurately  sorts  and 
reports  information  relating  to  material 
usage  and  costing.  The  1990s  will  offer 
faster  and  more  useful  technologies,  so 
we  have  to  prepare  to  upgrade  and 
purchase  equipment  with  each  new 
major  development  and  train  our  people 
appropriately,"  he  said. 


Free  Trade 

Its  effect  on  transportation 

Now  that  the  federal  election  is  over 
and  Canadians  have  given  free  trade  the 
go  ahead,  what  effect  will  it  have  on  the 
transportation  industry? 

According  to  Bob  Fox,  senior  director 
of  the  Trade  and  Investment  Policy 
Branch  at  Economic  Development  and 
Trade,  the  free  trade  agreement  will 
have  little  direct  effect  on  the  industry. 
"However,  there  may  be  significant 
indirect  increases  in  the  demand  for 
transportation  services  for  imports  from 
and  exports  to  the  United  States,"  said 
Fox. 

In  1987,  Alberta  exported  $12.5  billion 
in  goods  and  services,  72  per  cent  of 
which  went  to  the  United  States.  With 
free  trade,  the  north-south  trade  per- 
centage is  expected  to  increase. 


Although  the  transportation  sector  is 
excluded  from  the  free  trade  agreement, 
it  will  have  some  direct  effect  on  the 
industry.  Tariffs  will  be  eliminated  on 
products  such  as  locomotives,  tires  and 
trailers;  and  used  cars,  buses,  trucks 
and  aircraft  can  be  imported  from  the 
United  States. 

In  addition,  a  study  done  by  the 
Economic  Council  of  Canada  estimates 
that  the  free  trade  agreement  will  in- 
crease output  by  2.1  per  cent  and 
employment  by  1.8  per  cent  in  the 
transportation  and  storage  service 
sectors  in  Canada. 

Indirect  benefits  of  the  agree- 
ment may  also  be  experienced 
by  the  trucking  industry  as 
Alberta  exports  of  agricultural 
and  forestry  products  and 
imports  of  manufactured 
consumer  goods  increase. 
The  same  applies  to  the  oil 
and  gas  industry. 


There  will  likely  be  an  increase  in 
north-south  air  freight  services  as  well. 

"The  free  trade  agreement  will  also 
result  in  indirect  benefits  to  warehous- 
ing," says  Fox.  "As  economic  activity 
in  the  province  increases,  there  will  be 
a  need  for  warehousing  the  expanding 
volumes  of  goods  that  will  be  moving 
in  and  out  of  the  province" 


The 
Profit 
Picture 


Case  Study: 

The  following  case  study  clearly  illus- 
trates the  inter-relationship  between 
elements  of  physical  distribution  and 
the  trade-offs  required. 

The  company  in  this  study  services 
western  Canada  from  a  series  of 
warehouses  located  in  major  centres. 
Its  manufacturing  facility  is  located  in 
Edmonton  and  ships  full  truckloads 
of  its  product  to  these  various  field 
warehouses. 

It  was  suggested  to  the  company  that 
one  option  to  be  considered  was  to 
replace  the  existing  distribution  net- 


work with  a  simple  air-direct  operation. 
The  transportation  manager  immedi- 
ately refuted  this  option  due  to  the 
increased  costs  associated  with  air 
express.  It  was  indicated  that  the  study 
of  distribution  operations  requires  more 
than  a  consideration  of  transportation 
costs  and  proceeded  to  examine  the 
various  trade-offs. 

The  company's  current  multi- ware- 
house operation  consisted  of  43  days  in 
total  inventory.  This  inventory  included 
stock  held  at  the  Edmonton  plant,  field 
warehouse  inventory  and  in-transit 
inventory.  Based  on  the  proposed  air- 
direct  operation,  it  was  projected  that 
the  total  inventory  would  be  seven  days 
or  a  saving  of  36  days.  In  addition, 
inventory  carrying  costs  could  be 
reduced  due  to  the  lower  chance  of  in- 
ventory becoming  obsolete  prior  to 
sale.  Combining  these  factors  produced 
an  annual  reduction  in  the  cost  of 
carrying  inventory  of  $3 1 1 ,000. 

In  addition  to  the  inventory  savings,  the 
proposed  air-direct  scenario  would 
reduce  overall  warehousing  costs. 
Current  costs  to  operate  the  multi- 
warehouse  operation  including  rent, 
labour  and  operating  costs  were 
$300,000.  Under  the  proposed  scenario. 


the  annual  costs  could  be  reduced  to 
$135,000.  This  produced  a  further 
saving  of  $165,000.  Combining  both 
inventory  and  warehouse  savings 
resulted  in  an  annual  reduction  in 
operating  costs  estimated  at  $475,000. 

These  savings  were  weighed  against 
the  obvious  increase  in  transportation 
costs  due  to  the  switch  to  air-direct 
shipments.  The  current  distribution 
network  produced  annual  transportation 
costs  estimated  at  $540,000.  Under 
the  proposed  option,  transport  costs 
increased  to  $830,000  including 
freight  costs  and  local  delivery  charges, 
thus  increasing  annual  transportation 
costs  by  $290,000.  In  other  words, 
the  current  distribution  operation 
resulted  in  the  lowest  overall  transpor- 
tation cost.  However,  the  proposed 
operation  provided  annual  savings 
estimated  at  $185,000. 

This  case  study  clearly  illustrates  that 
striving  for  the  lowest  transportation 
costs  can  produce  a  distribution  net- 
work that  is  not  cost  efficient.  Using 
transportation  costs  as  the  sole  criteria 
for  selecting  the  best  distribution 
network  resulted  in  operating  costs  of 
$185,000  per  year  in  excess  of  the 
alternative  identified. 


Market  Visions 

Have  you  thought  of  expanding  your 
markets  to  the  United  States?  Many 
Alberta  firms  have  already  been  suc- 
cessful in  tapping  new  U.S.  markets. 
Now  under  the  new  Free  Trade 
Agreement,  there  will  be  many  more 
opportunities. 

Alberta  companies  are  currently 
penetrating  markets  as  far  away  as 
Toronto,  which  is  over  2,100  miles 
away.  However,  there  are  several 
major  U.S.  metropolitan  markets  that 
are  much  closer. 

For  example,  Los  Angeles  and  San 
Francisco  have  over  twice  the  popula- 
tion of  Toronto  and  are  considerably 
closer.  Under  the  right  conditions, 
transportation  savings  might  be  ob- 
tained for  potential  Alberta  shippers 
hoping  to  access  the  more  densely 
populated  U.S.  markets. 

Combine  this  with  the  low  value  of 
the  Canadian  dollar  which  enables 
Alberta  companies  to  market  their 
products  at  a  more  competitive  price, 
and  it  makes  marketing  in  the  U.S., 
especially  California,  very  attractive 
for  Alberta  companies. 


Consultant's 
Corner 


by  Brian  W.  Dumsday 

We  are  frequently  asked,  "What  is 
distribution?"  The  following  defini- 
tion is  borrowed  from  the  Council 
of  Logistics  Management: 

".  .  .  distribution  is  the  process  of  planning, 
implementing,  and  controlling  the  efficient, 
cost-effective  flow  and  storage  of  raw 
materials,  in  process  inventory,  finished 
goods,  and  related  information  from 
point  of  origin  to  point  of  consumption 
for  the  purpose  of  conforming  to  customer 
requirements  .  .  .". 

As  a  working  definition  it  covers  the 
characteristics  of  the  function. 

What  is  not  included  is  the  impor- 
tance of  trade-offs  required  to  design 
an  effective  distribution  operation. 
As  distribution  managers,  we  have 
long  been  aware  of  the  classic 
conflicts  of  interest  that  exist  with 
respect  to  stock  levels  and  customer 
service.  Sales  and  marketing,  in 
order  to  gain  market  share,  push 
for  high  service  and  stock  levels. 
Production,  to  avoid  disrupting  op- 
erations, lobby  for  higher  stocks 
and  lower  service  levels.  Finance 
and  control,  with  their  tight  budgets, 
argue  for  reduced  stocks.  Distribu- 
tion managers  must  control  both 
service  and  stocks,  and  thus,  we  are 
caught  in  the  middle,  trying  to  find 
and  sustain  the  right  balance  of  cost, 
inventories,  and  service. 

Another  example  relates  to  the 
transportation  manager  who  is 
charged  with  reducing  inbound 
and  outbound  transportation  costs. 
This  results  in  an  attempt  to  receive 
and  ship  in  full  truckload  or  carload 
quantities.  Although  this  will  ensure 
lower  transportation  costs,  ware- 
housing costs  will  increase  and 


pressure  will  he  placed  on  sialT 
resulting  in  reduced  etliciency  and 
effectiveness.  Customers  realize 
that  large  iiivcnlories  mean  high 
operating  costs  and  capital  being 
tied  up  rather  than  being  available 
for  marketing  efforts.  Thus,  custom- 
ers require  smaller,  more  frequent, 
and  costlier  shipments. 

This  conflict  is  one  thai  the  trans- 
portation manager  must  deal  with. 
Trading  off  higher  transportation 
costs  for  improved  customer  service 
and  increased  efficiency  within  the 
production  or  distribution  operation 
is  clearly  shown  in  our  own  case 
study  under  "The  Profit  Picture". 

The  above  "trade-offs"  must  be 
made  among  distribution  activities 
to  achieve  a  competitive  advantage. 
This  requires  co-ordination  of  the 
different  distribution  functions.  On- 
time  delivery,  for  example,  a  goal  of 
most  companies,  requires  co- 
ordination of  activities  in  operations, 
outbound  distribution,  service,  and 
sales/marketing.  Because  the  same 
task  can  be  accomplished  in  differ- 
ent ways,  with  different  costs  and 
performance,  assessing  activities 
and  their  linkages  is  crucial  to 
understanding  how  distribution  can 
impact  corporate  profitability. 

Modem  distribution  managers  must 
find  innovative  ways  to  help  their 
companies  improve  profits,  increase 
market  share,  improve  cash  flow, 
and  introduce  new  products. 

To  successfully  confront  this 
challenge  requires  a  thorough 
understanding  of  the  trade-offs 
and  inter-relationships  which  exist 
between  the  elements  of  physical 
distribution. 


Consulting  Assistance 


To  assist  Alberta  firms  in  identifying 
potential  savings  in  the  area  of  physical 
distribution,  the  Department  of  Alberta 
Economic  Development  and  Trade 
established  the  Alberta  Physical 
Distribution  Program  (APDP). 

The  program  consists  of  five  work- 
shops -  transportation,  warehousing, 
inventory,  customer  service  and 
computer  applications,  plus  a  special 
consulting  assistance  component. 

The  one-day  workshops  are  run  in 
co-operation  with  Alberta  business 
associations  and  allow  participants 
to  identify  specific  problems  in  their 
operations.  The  instructors  then 
assist  participants  in  understanding 
the  principles  involved  in  solving 
these  problems. 


If  after  attending  a  workshop,  a  com- 
pany desires  additional  assistance  on  a 
specific  physical  distribution  issue, 
APDP  offers  professional  consulting 
assistance  at  no  charge.  The  program 
will  arrange  for  a  consultant  to  visit  the 
company's  premises,  assess  the  issue 
and  provide  comments  or  recommend 
solutions.  Since  its  inception  in  1984, 
the  program  has  identified  a  minimum 
opportunity  for  $3.5  million  in  physical 
distribution  savings  for  18  Alberta 
companies. 

For  more  information  on  the  physical 
distribution  program,  contact; 

Alberta  Physical  Distribution  Program 
9th  Floor,  Sterling  Place 
9940  -  106  Street 
Edmonton,  Alberta 
T5K  2P6 

Ph:  (403)  427-0743 


Calendar  of  Events  -  Winter  '89 

Alberta  Physical  Distribution  Program 


MARCH 

March  8 

March  9 

Edmonton 
Inventory  Worshop 

Calgary 

Inventory  Workshop 

APRIL 

April  12 

Edmonton 

Warehousing  Workshop 

April  19 

Calgary 

Warehousing  Workshop 

MAY 

May  10 

May  17 

Edmonton 

Customer  Service  Workshop 

Calgary 

Customer  Service  Workshop 

Small  Business  and  Industrial 
Division  Offices  -  A  Regional 
Network  To  Assist  You. 

EDMONTON  RURAL  REGION 
Business  Development  Representative 
6th  Floor,  9940  -  106  Street 
Edmonton,  Alberta  T5K  2P6 
Tel:  (403)427-5267 

EDMONTON  METRO  REGION 
Business  Development  Representative 
6th  Floor,  9940  -  106  Street 
Edmonton,  Alberta  T5K  2P6 
Tel:  (403)427-5267 

GRANDE  PRAIRIE  REGION 

Business  Development  Representative 

1401  Provincial  Building 

1 0320  -  99  Street 

Grande  Prairie,  Alberta  T8V  6J4 

Tel:  (403)538  -  5230 

RED  DEER 

Business  Development  Representative 

#305,  Provincial  Building 

Red  Deer,  Alberta  T4N  6K8 

Tel:  (403)  340  -  5300 

MEDICINE  HAT  REGION 

Business  Development  Representative 

217  Provincial  Building 

770  -  6  Street  S.W. 

Medicine  Hat,  Alberta  T1 A  4J6 

Tel:  (403)  529-3630 

ST.  PAUL  REGION 

Business  Development  Representative 

Box  1688,  Provincial  Building 

5025  -  49  Avenue,  St.  Paul,  Alberta,  TOA  SAO 

Tel:  (403)645-6358 

EDSON  REGION 

Business  Development  Representative 
Bag  9000,  204  Provincial  Building 
111  -  54  Street,  Edson,  Alberta  TOE  OPO 
Tel:  (403)723-8229 

CAMROSE  REGION 

Business  Development  Representative 

4909  -  48  Street 

Camrose,  Alberta  T4V  1 L7 

Tel:  (403)  679  -  1235 

CALGARY  RURAL  REGION 

Business  Development  Representative 

5th  Floor,  999  -  8  Street  S.W. 

Calgary,  Alberta  T2R  1J5 

Tel:  (403)  297-6284 

PEACE  RIVER  REGION 

Business  Analyst 

Bag  900,  Box  3 

10122  -  100  Street,  River  Drive  Mall 

Peace  River,  Alberta  TOH  2X0 

Tel:  (403)  624-6113 

LETHBRIDGE  REGION 

Business  Development  Representative 

249  Provincial  Building 

200  -  5  Avenue  South 

Lethbridge,  Alberta  T1J  4C7 

Tel:  (403)  381  -  5414 


/diberta 

ECONOMIIC  DEVELOPMENT 
AND  TRADE 


Transportation  Services  Branch 
9th  Floor,  Sterling  Place 
9940  -  106  Street 
Edmonton,  Alberta 
Canada  T5K  2P6 
Telephone:  (403)  427-0743 

Printed  in  Canada 


